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SEP Fix-It Guide I ntroduction

Potential Mistake

SEP Plan Fix-lt Guide

How to Find the

How to Fix the Mistake

How to Avoid the

employees are
entering the plan.

(More)

in the position they
would have been in if
there were no
operational plan
mistakes.

(More)

Mistake Mistake
Corrective Action Correction
Program(s)
Available
1) Has your SEP Determine if your EPCRS WVCP Maintain regular contact
been amended for Form 5305-SEP is Adopt revised Form Audit CAP with the company that
current law? the current revision 5305-5EP. (More) sold you the plan.
(Maore) (December 2004). (Maore) (More)
(More)
2) Are all eligible Review the section of | EPCRS SCP* You should review the
employees your plan document Apply reasonable VCP participation status of all
participating in the concerning eligibility correction method Audit CAP employees at least once
SEP? and participation. that would place (More) a year.
(Maore) Check when affected employees (More)

Y 1rs

R



SEP Plan Overview

What is a SEP?
How Isa SEP set up?

S ===

nich em
Nat aret
Nat aret

Nat aret

nloyees may participate?
ne contribution requirements?
ne basic distribution rules?

ne filing requirements?



EPCRS Overview

e Components of EPCRS

— Self-Correction Program (SCP)
* NO IRS contact or fee

—Voluntary Correction Program (VCP)
 |RS approval of correction, $250 fee

—Audit Closing Agreement Program (Audit
CAP)

 Sanction based on percentage of taxes due if
plan were disgualified.



| ssue #1 — Plan Amendment

 Trends
— Potential Mistake 1) Has your SEP been amended
for current law?
e TIps
— How to Find the Mistake - Determine if your Form
5305-SEP is the current revision (December 2004)

— How to Fix the Mistake
* Corrective Action — EPCRS, Adopt revised Form 5305-SEP
o Correction Program(s) Available - VCP, Audit CAP

— How to Avoid the Mistake - Maintain regular contact
with the company that sold you the plan



| ssue #2 — Eligible Employees
Participating

e Trends

— Potential Mistake 2) Are all eligible employees participating in
the SEP?

o Tips
— How to Find the Mistake -Review the section of your plan

document concerning eligibility and participation. Check when
employees are entering the plan.

— How to Fix the Mistake

» Corrective Action —EPCRS,Apply reasonable correction method
that would place affected employees in the position they would have
been in if there were no operational plan mistakes.

» Correction Program(s) Available -SCP*, VCP, Audit CAP

— How to Avoid the Mistake -You should review the participation
status of all employees at least once a year.



| ssue #3 — Only Business

e Trends

— Potential Mistake 3) Is the business that the SEP covers the
only business that you own?

e TIpS

— How to Find the Mistake -You should identify any companies
that you own or with which you have a financial relationship.

— How to Fix the Mistake

e Corrective Action — EPCRS, Corrective contribution
e Correction Program(s) Available -SCP* VCP,Audit CAP

— How to Avoid the Mistake -Determine if you own any other
businesses.



| ssue #4 — Compensation

e Trends

— Potential Mistake 4) Are you determining each eligible employee’s
compensation using the definition in your SEP document?

o Tips
— How to Find the Mistake-. To determine if you are using the proper
compensation for allocations, you’ll need to review the plan document.
— How to Fix the Mistake

» Corrective Action — EPCRS, Correction is based upon the terms of
the plan and other applicable information at the time of the mistake

« Correction Program(s) Available -SCP*,VCP,Audit CAP

— How to Avoid the Mistake -.When calculating allocations, it is
important for you to carefully review the plan terms to ensure that the
correct amount of compensation is being considered



| ssue #5 — Contribution Limits

e Trends
— Potential Mistake 5) Are SEP contributions to each employee’s

IRA limited as required by the Internal Revenue Code (Code)?
e Tips

— How to Find the Mistake- Calculate 25% of each employee’s
compensation and compare the total contribution made for the
employee to the lesser of that amount or the dollar limitation for that
year ($49,000 in 2009).

— How to Fix the Mistake

« Corrective Action —EPCRS, Correction for a failure to limit
contributions allocated to employees is to either distribute or
retain the excess amount.

« Correction Program(s) Available -SCP* VCP,Audit CAP

— How to Avoid the Mistake -. After the initial calculation of
allocations based on the terms of the plan, you should check to make

sure none of the proposed allocations would violate the Code.
W s



Yl 1rs

Other SEP Products

Publication 4333

for Small
Businesses

SEP CHECKLIST

This s moe a Pl oF
all plan raquiremsnies, and should noe be ussd as
2 SUBTERU FOT 3 COMPIS EIEN Taviaw.

For Businsss Owners Use
(0O MOT SEMD THIS WORKSHEET TO THE Ins]

Ewory oar I+ Is Impsrean: shat pou review the requiremenss fo operaing your Sinipliied Enpleyes Ponalon [SEFI.
Thils Chackilse Is a “quick +=<4" w0 help you keap your plan in cemplanse wich many of the IMparan: cax muies.

Wndarlined saxe balow will Nk you o Inesrnos irdermasion.

1. Are all sligibls smployess Yum Mo
participating im the SEFT )
ARy ermplcyea who e ot st 21 yeans of ags, was smployed
by you 1o 3 of tha Immadiziely proceding S yaars, and
recalved compansaticn from you of o kst 450 during the

\ar fsUbet £, aftar 2004 15
aigibla 10 participa 0 a SER

2. Ia the business that the SEP Yam Mo
wowers the only business that you L J |
andisr your family members own?

Employeas of cthar BUSINGSSEs You and/or your Tamily
MmAmbars own may have to bs Meatad a5 employoes when
dotammining wha I an cigbls amplcyss under this SER

3. Have you given all of your skigibls Yam Mo
smployess information about the SEPT 3
¥ou must give your ermployces cortain information sbout tha
SER Including @ copy of tha SEF document. Form E305-SEP
Iz your SEP documant H you uss the medal Tomm.

4. Ars you detormining sach aligible Yam Mo
smaployos’s compensation wsing an 3
Wpim dafimition h anomd:m

with your SEP
Compsrsaticn usad o dotemring comirbutions s misd
“bo B200,000 far 2004, 295,000 for 2004, and Is subject 1o
cost-cf-iving adjustments in Iator yoars.

5. Ars contributions mads only Yam Mo
to a traditional IAAT Ik
A1 SEF contributions musk g to raditianal IRAs

ot up for the sligils smplayaes.

&. Are SEP centributions to each Yas Mo
smployes's IRA limited as requirsd by law?
Contributicns to 0 SEFJAA as limiad 10 1he leaser of 2%

©f th smployas's compansation for 1ha year or £40,000

for 2003 (541,000 4or 2004, and subject 1o cost-oflving
adjEtments for lator yEars.

7 Are smployer contributions Yau Mo
immadiately 100% wested? C 1
Employsr contributions cannot be condilonad on anything.
Onca made, the employas cwns all contbuticns,

2. Have you mads required tophoavy Yau Nao
minimum sontributions to the SEPT 1 £l
If & SEF I fop-haavy o deamsd top-heavy, comributians
rwet bo made for 1ha non-key eployacs aqual 1o 1he leesar
©f I of compereation or 3 percertags equal 1o tha highast
contrisution rats of any key smplayes.

=. Have you depositsd smplsyor Yar Mo
contributians timaly? 10

Emplcysrs hava untll the dus date, Inckdng extsnsions, of
Hhalr tax return 40 Ssposk amploysr contributions In ordar b
ctain @ daducticn.

10. I the medel Ferm 5305 SEP was Yar Na
used to sat up the plan, is SEP your T £
basinoss's only smployes retirsmant plan?

A sponsor of @ SEF setablishad using modal Form S35.5EF
£annot Sponsor ancthar retkemant plan, such as @ 4011k plan

I you answered “Mo™ to any of the above questions, you may hawve 3 misaks in tha oparasion of
your SEP. Mary mistdies 5an bo comoceed aasily, withous penaky and wihous nofying the IRS.

= consace your banefles professtonal

= Wizl £ho IS 3+ M. irs. goviep

= call the IRS 3t [BT7] S2E680

Publication 4285




Fix-It Guides

401(k) SARSEP SEP SIMPLE

......... Trendsgesssesseses — Tipgesese —
Potential Mistake How to Find the How to Fix the Mistake How to Avoid the Mistake
Mistake
Corrective Action | Correction
Program(s)
Available
) Has your plan Review annual cumulative list | EPCRS VCP Plan sponsors need to resort
document been updated | published close to year-end | Adopt amendments for | Audit CAP | to a calendar (fickler) of when
within the past few years | to see if plan made all missed law changes. | (More) amendments must be
o reflect recent law required law changes (e.g., completed. Review your plan
changes? Notice 2007-34). Appendix D, Part |l document annually. Maintain
(More) (More) (More) reqular contact with the
company that sold you the
plan.
(More)




Correcting Plan
Errors Web Page



Retirement Plan Assistance

e WWW.II'S.gov/ep

— Includes pages dedicated to Fix-1t Guides and
Correcting Plan Errors

e (877) 829-5500
— Customer Account Services

e RetirementPlanQuestions@irs.gov
 Newdletters



http://www.irs.gov/ep
mailto:RetirementPlanQuestions@irs.gov

Questions
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